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KEY ECONOMIC INDICATORS 


(Money values in millions of dollars except where noted) 
Change* 


NATIONAL INCOME AND PRODUCT 

Gross Domestic Product 274375 
GDP (1970 prices) 20,326 
Gross National Product 26,467 
Gross Domestic Fixed Investment 7,042 
Government Consumption 3,256 
Private Consumption 5, 738 
Real Growth Rate (GDP) 4.0% 
Per Capita GNP (Dollars) 1 ,089 
Per Capita GDP (1970 prices) (Dollars) "836 
Population (Thousands ) 24,313 
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FINANCE 

Central Bank Gold Reserves (1) 18.98 
Central Bank Foreign Exchange (2) 437 
Money Supply (3) 4,877 
Money and near-money (3) 8, 616 
U.S. Investment (book value) (4) 1 167 
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TRADE 

Exports (excluding gold) (f.o.b.) 3,672 
Exports to U.S. (5) 238 
Imports (f.o.b.) 5,109 
Imports from U.S. (6) 760 


INDICES 

Manufacturing (7) 114.7 
Mining (except gold) (7) 135.7 
Wholesale prices 128.1 
Consumer prices 22323 
Unemployment (except blacks) (8) 9,203 


BALANCE OF PAYMENTS 

Visible trade deficit 1,437 
Services deficit 994 
Current account (9) 135 
Capital Flows (Net) -228 
Long-term 338 


PUBLIC FINANCE 
Gross Fixed Investment 
by public authorities 2,340 2,850 
by public corporations 960 1,185 
Consumption Expenditure 


5406 29.1% 
,4+69 33.8% 
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Current Government Income (10) 3? 654 Fears 11.8% 


Note on sources and exchange rates: Sources are South African except 
where noted. Data has been converted at one Rand=$1.44 for 1973; one 
Rand=$1.48 for 1974; and one Rand=$1:37 (average) for 1975. 


*Percentage change based on Rand values to avoid influence of exchange 
rate movements. 





SUMMARY 


The growth of the South African economy slowed considerably in 1975. 
Real gross domestic product (GDP) increased by only 2.2%, inflation 
registered 13.5%, and the deficit in the current account of the 
balance of payments reached a record $2.2 billion. The current 
account deficit, a substantial fall in the price of gold, and specu- 
lation against the currency led to a small devaluation in June and 
a large one in September. 


Gold production, agricultural production and construction declined. 
Manufacturing and non-gold mining expanded at less than their 
accustomed rates. Real private consumption expanded normally, while 
real government consumption and investment rose significantly and 
real investment in the private sector rose only slightly. 


The outlook for 1976 is for little or no real growth. Government 
expenditure, particularly on defense and major long-term projects, 
‘and economic recovery in the OECD countries is expected to sustain 
demand but inflation and balance of payments difficulties are 
expected to continue. Barring a deterioration in the political 
situation, the longer-run prospects are better, as economic activity 
in South Africa's major markets picks up and major productive pro- 
jects now planned or under construction come on stream. 


United States economic relations with South Africa continue to grow. 
Two-way trade now exceeds $2 billion and the book value of the 
investments of the over 300 U.S. companies in South Africa is well 
over $1.5 billion. Despite the devaluation U.S. exporters, particu- 
larly of capital goods, should find excellent opportunities in South 
Africa. Potential U.S. investors should look carefully at the 
political situation and should give special attention to the pay and 
working conditions of their Black employees. 


CURRENT ECONOMIC AND TRENDS 


The South African economy experienced a weak expansion in 1975. 

Real gross domestic product (GDP) increased by 2.2%, as against 

7.0% in 1974. Real gross national product (GNP), strongly influenced 
by worsening terms of trade, decreased 1.5%. Real GDP per capita 

was unchanged. 


Notes to table: (1) Millions of fine ounces, end of December. 

(2) End December. Includes SDR's. Exchange rates in effect at the 
time. (3) End December. (4) U.S. data. Direct investment. See 
October, 1975 issue of Survey of Current Business. (5) Includes 
gold coin. Excludes gold bullion, arms, petroleum and petroleum 
products. Note that gold coin could not be exported to the U.S. 
before January 1, 1975. (6) Excludes arms, petroleum and petroleum 
products. (7) Physical volume. (8) Seasonally adjusted. [End of 
year. Number. (9) ‘Transfers, valuation adjustments and SDR alloca- 


tions included. (10) Excluding borrowing. 





GDP reached $35.3 billion in 1975, an increase of 14.0% over 1974. 
GNP reached $33.7 billion, an increase of 13.4%. GNP per capita 
reached $1,325, an increase of 11.0%. The current account of the 
balance of payments registered a record deficit of $2.2 billion 
(R1,616 million). The current account deficit was offset by capital 
inflows of $2.4 billion, about a third of which was short-term. The 
market value of the Rand was $1.446 at the beginning of the year and 
$1.147 at the end. 


The economic slowdown that began in the third quarter of 1974 con- 
tinued in 1975. Gold production declined from 758,503 kilograms in 
1974 to 708,071 in 1975. Declines were also registered in agricul- 
tural production (5.5%) and construction (2%). Slow real growth 
was recorded for manufacturing (2%), wholesale and retail trade (3%), 
and non-gold mining (3%). Substantial growth was recorded in 
electricity generation, gas and water (5%); transport, storage and 
communication (6%); and government services (7.5%), this last being 
the only sector to record faster growth in 1975 than in 1974 (7%). 
The non-agricultural sectors as a whole grew by 3%, half the 1974 
rate. 


Private consumption expenditure reached $20.4 billion, an increase 
of 16.2% (3.1% in real terms). Real private consumption expendi- 
ture on durable goods increased by 3%, thanks largely to the intro- 
duction of television. Real private expenditure on semi-durables 
increased by 3.5% and on non-durables and services by 3%. 10.4% 

of total private consumption expenditure was devoted to durables, 
19.6% to semi-durables, 42.0% to non-durables and 28.0% to services. 


Government consumption expenditure reached $5.1 billion, an increase 
of 30.6% (14.1% in real terms). The increase was largely attribut- 
able to defense expenditure and to higher real wages and salaries 
for government employees. 


Gross domestic fixed investment expenditure reached $10.1 billion, 

an increase of 24.7% (4% in real terms) and was fully 28% of total 
gross domestic expenditure. Real investment expenditure rose 8% 

in the public sector but only 1% in the private sector. Real invest- 
ment expenditure increased in agriculture (18%), mining (9%), and 
manufacturing (6%), but decreased in residential building (15%) and 
commerce (13%). 


These three main items of gross domestic expenditure (private 
consumption, government consumption, investment), plus an increase 

in inventories of $486 million, brought total gross domestic expendi- 
ture to $36.1 billion. Net imports of goods and non-factor services 
of $830 million resulted in the GDP of $35.3 billion ($36.1 billion 
less $830 million). 





The value of South African and Namibian exports (excluding gold coin 
and gold bullion) increased i2.4% to $4.96 billion (f.o.b.) in 1975 
but their volume remained at about the 1974 level. Exports (includ- 
ing gold coin but excluding gold bullion, arms, petroleum and petro- 
leum products) from the Southern Africa Customs Area (South Africa, 
Namibia, Botswana, Lesotho and Swaziland) amounted to $5.35 billion, 
an increase of 16.8% over 1974. The main exports were precious 
stones, precious metals and gold coin (Section XIV of the Brussels 
Tariff Nomenclature - $1.36 billion); prepared foodstuffs (BIN IV - 
$716 million); base metals and articles of base metal (BIN XV - $665 
million); vegetable products (BIN II - $656 million); mineral 
products (BIN V - $513 million); unclassified goods (BIN XXII - $373 
million); textiles (BIN XI - $222 million); and machinery and 
electrical equipment (BIN XVI - $195 million). Figures by country of 
destination show exports (including gold coin but excluding gold 
bullion, arms, petroleum and petroleum products) of $1.24 billion to 
the United Kingdom, $667 million to Japan, $590 million to the United 
States, and $585 million to the Federal Republic of Germany. The 
main exports (excluding gold bullion, arms, petroleum and petroleum 
products) to the United States were base metals and articles of 

base metal (BIN XV - $163 million); precious stones, precious metals 
and gold coin (BIN XIV - $126 million); unclassified goods (BIN XXII - 
$84 million); prepared foodstuffs (BIN IV - $67 million); and mineral 
products (BIN V - $43 million). The $590 million in exports to the 
United States was 52% above the 1974 level, largely because of 
exports of gold coin, which could not be imported into the United 
States in 1974. 


South Africa (and Namibian) imports totaled $9.15 billion (f.o.b.) in 
1975, an increase of 16.7% in value but a slight decline in volume. 
Imports (excluding arms, petroleum and petroleum products) into the 
Southern Africa Customs Area amounted to $7.62 billion, an increase 

of 13.4% over 1974. The main imports (excluding arms, petroleum 

and petroleum products) were machinery and electrical equipment 

(BIN XVI - $2.50 billion); vehicles, aircraft and vessels, (BIN XVII - 
$1.49 billion); base metals and articles of base metal (BIN XV - 

$777 million); chemical products (BIN VI - $618 million); textiles 
(BIN XI - $457 million); and optical, photographic and sound equipment, 
precision instruments, etc. (BIN XVIII - $282 million). Figures by 
country of origin show imports (excluding arms, petroleum and 
petroleum products) of $1.50 billion from the United Kingdom, $1.42 
billion from the Federal Republic of Germany, $1.35 billion from the 
United States, $839 million from Japan, $336 million from France, and 
$278 million from Italy. The U.S. share of the South African market 
(excluding arms, .petroleum and petroleum products) was 17.7%, up 

from 16.5% in 1974. The main imports from the United States were 
machinery and electrical equipment (BIN XVI - $492 million); vehicles, 
aircraft and vessels (BIN XVII - $310 million); chemical products 

(BIN VI. - $130 million); base metals and articles of base metal 

(BIN XV - $82 million); paper and papermaking material (BIN X - $71 
million); and optical, photographic and sound equipment, precision 
instruments, etc. (BIN XVIII - $61 million). 





The 1975 South African (and Namibian) trade deficit was thus $4.20 
billion, ($9.15 billion less $4.96 billion), an increase of 22.3% 
over 1974 and fully $2.84 billion above the 1973 level. Largely 
because. of higher freight costs and the higher cost of servicing 
imported capital, the services account also deteriorated. Service 
payments rose by $607 million to $3.47 billion, while service 
receipts rose by $306 million to $1.79 billion. The value of gold 
output ($3.48 billion) fell far short of offsetting the deficit 

on trade and services ($5.87 billion), as it has often done in the 
past (most recently in 1973), and the total current account deficit 
(including transfers) reached a record $2.21 billion (1.62 billion 
Rand) in 1975. The current account deficit was 6.6% of GNP, a 
level surpassed in recent years only in 1971 (7.4%) and 1970 (6.8%). 


Net long-term capital inflows amounted to some $1.58 billion, giving 
a "basic deficit" of $643 million, which was more than covered by 
short-term inflows ($824 million) and SDR allocations and valuation 
adjustments ($45 million). 


Speculation against the Rand was stimulated in the second and third 
quarters of 1975 by the poor balance of payments trends and by the 
fall in the price of gold and the authorities were forced to devalue 
in June and again in September. The September devaluation brought 
the Reserve Bank's "middle rate" to $1.15, the lowest-ever Dollar 
price for the Rand. The Bank has announced that it will change the 
rate only "if considered essential in the event of any basic change 
in domestic and international economic circumstances. 


Government expenditure ("total issues against appropriations") was 
$9.96 billion (R7,269,225,947) in the year ending March 31, 1976, 

25% above the year before. Defense expenditure was $1.35 billion, 
40% above the year before. Tax revenues (customs and excise and 
inland revenue) were $7.05 billion, up 14.5%. The deficit (on this 
basis) was $2.91 billion, up 64.9%. The growing deficit has been 
‘sharply criticized by the financial press as a major cause of 
inflation and of the deterioration in the balance of payments. 

It was assigned a large share of the blame for the need to devalue 
(another large share going to the fall in the gold price) and calls 
for reduced expenditures and increased taxation - if necessary by 
convening a special session of Parliamanet - were common in the weeks 
following devaluation. These calls remained largely unanswered until 
presentation of the 1976/77 budget. 


The money supply was $5.88 billion at the end of 1975, up 6.7% from 
a year earlier. Money and near-money together amounted to $11.77 
billion, up 17.4%. 





Consumer prices rose 13.5% in 1975. The wholesale price index rose 
17.3%. The government introduced a voluntary anti-inflation program 
in October. The program includes an educational campaign, better 
use and training of black labor, and pledges by business, labor and 
agriculture to absorb 30% of cost increases incurred in the year to 
October, 1976. The program has apparently had some success since, 
despite the devaluation, inflation (consumer prices) fell from 12.4% 
(annual rate) in the second quarter of 1975 to 10.4% in the last 
quarter. Most observers expect inflation of continue in 1976 at 
about the 1975 rate. 


The index of the physical volume of manufacturing production (1970 = 
100) registered 123.7 for 1975, 1.7% above the index for 1974. The 
1975 index was above the 1974 level for food; chemicals; basic metals 
and metal products; and machinery. It was below the 1974 level for 
textiles, clothing and footwear; non-metallic mineral products, and 
transport equipment. Employment in private manufacturing was 
1,370,000 in December, up from 1,336,000 a year earlier. 


Production of steel ingots and continuous cast billets was 6,367,000 
metric tons in 1975, 13.2% above 1974. Pig iron production was 
ree tons, up 12.1%. Ferro-alloy production was 747,000 tons, 
up 17.4%. 


Gold production has been falling steadily since its peak of just 
over one million kilograms in 1970. The decline is largely 
atrributable to the international mining of lower grade ores 
(following price rises in the early 1970's) and, to a lesser degree, 
labor problems. The 713,4+7 kilograms (revised) produced in 1975 
was 6.0 percent below 1974 output, and 16.6 percent below that of 
1973, but indications are that the downward trend may be reversed 
in 1976. New capacity is being brought on stream, supported by a 
stepped-up up uranium (co-product) production from a number of 

the country's gold mines; in part as a hedge against a weakening 
gold market and as an effort to diversify, and strengthen, foreign 
exchange earnings. 


In 1975, income from mining increased by 8 percent above 1974 and 
contributed $5.85 billion to a 1975 gross domestic product of 
$35.31 billion--by world standards an exceptionally strong 16.6 
percent of GDP. The volume of mineral production in 1975 increased 
by 8 percent above 1974 output. Local sales quantities and values 
rose only marginally by 6 and 3 percent respectively, whereas 
exports displayed more significant gains: at 14 percent in quantity 
and 33 percent in value. Meanwhile, imports of ores, concentrates 
and metals during 1975 were held to a moderate 3 percent rise in 
overall quantity and concurrently registered an important 23 percent 
value (cost) decline. 





Of the total value of mining (gross income) in 1975, gold accounted 
of 60 percent; platinum group metals, 9 percent; bituminous coal 

7 percent; diamonds, 4 percent; copper, 3 percent; nickel, 1 percent; 
iron ore, 1 percent; anthracite, antimony, chromite, limestone, 
phosphate, silver, uranium, vanadium and zinc accounted for less 
than 1 percent each, but represented an aggregate of 4 percent; 

and other, lesser important, minerals comprised the remainder, at 

7 percent. Including gold, silver and diamonds, exports of ores, 
concentrates and metals contributed about 56.1 percent to the 
country's total earnings from exports in 1975, compared to 56.6 
percent in the previous year. If, however, gold, silver and 
diamonds are excluded from export data (as published by SAG), ores, 
concentrates and metals would therefore appear to have accounted for 
24.7 percent of the country's earnings from exports in 1975, com- 
pared to 20.9 percent during 1974. Important commodities registering 
production gains (in descending order of increase) include zinc 
concentrates (up 88 percent to 127,624 metric tons), phosphate ore 
(up 49 percent to 11.6 million tons), platinum group metals (up 

34 percent to 2.5 million troy ounces), vanadium (combined from in 
V205)(up 31 percent to 19,000 tons), manganese ore (all grades) 

(up 22 percent to 5.9 million tons), chromite (up 11 percent to 2.1 
million tons), hematite iron ore (up 8 percent to 9.4 million tons), 
asbestos (all types) (up 6 percent to 354,710 tons), bituminous coal 
(up 5 percent to 67.8 million tons) and antimony ore (up 2 percent 
to 637,500 tons), anthracite (up 11 percent to 1.6 million tons). 
Copper, diamond and fluorspar each declined marginally. 


With the downturn in the price of gold in the first half of 1976 and 
the expansion of handling facilities for the export of bulk mine 
products, it is expected that 1976 will see a relative decline in 
the percentage contribution of gold to total exports and a 
corresponding increase in the role of non-gold mining products. 
New port facilities at Richards Bay (which opened in April) and 
Saldanha Bay (due to open late in 1976) will give a particular 
impetus to coal and iron ore exports. Preliminary export figures 
for the first six months of 1976 show the rand value of the main 
categories of mineral and base metal exports (excluding gold and 
diamonds) increased by nearly 50 percent over the same period in 
1975 (R604 million compared to R402 million). While gold's role 
as South Africa's most important single export is not threatened, 
there are increasing indications that the total export value of 
other metals and minerals will equal that of gold in 1976. 


The construction industry suffered a recession in 1975. Real 
investment in residential construction decreased 15% and, despite 
inflation, the value of building plans passed and the value of 
buildings completed, both residential and non-residential, was 
lower in 1975 than in 1974. 





Unemployment among Whites, Coloreds and Asians (figures for Blacks 
are not published) amounted to 11,462 in December, some 4,300 above 
the historic low recorded in August, 1974. Total non-agricultural 
employment was 4,414,000 in September, 2.0% above the level of a 
year earlier. 


South Africa's short-term economic prospects have not brightened 

in the first half of 1976. Balance of payments figures for the 

first quarter were not available as of the time of writing (June), 
but what is known of some of the elements is not encouraging. 

Imports (excluding arms and oil) were up 13.8% in Rand value in the 
first four months of the year over the same period in 1975, while 
exports (excluding the same items) increased only 7.5%. This poor 
trade performance in the second quarter following a major devaluation 
is a serious disappointment to the authorities and has stimulated 
talk of a possible further devaluation, more stringent controls, or 
other import restraints and export stimulants. The trade figures 

are somewhat distorted by the inclusion of goldcoininthepreliminary 
figures, but even without this item export growth would probably 

not exceed import growth by enough to give much encouragement to 
those responsible for correcting the serious current account deficit. 
Moreover, non-commercial imports (arms) are undoubtedly running at 
record levels and the overall trade account has probably not improved. 


The balance of payments is also suffering from the refusal of the 
gold price to rise above the $125 to $130 (per fine troy ounce) 
level. The $200 reached momentarily in December, 1974 seems unlikely 
to be reached again for some time, almost certainly not in 1976. 


The cost of servicing foreign capital continues to rise and there is 
no reason to expect anything but a further gradual increase in the 
services deficit. The current account as a whole thus seems certain 
to show poor results when figures for the first half are published 
in late September. 


South Africa continues to borrow large sums abroad and there is 
reason to believe that these borrowings have become more difficult 

to negotiate, as well as more expensive, in recent months. Recent 
political developments in neighboring countries and in South Africa 
itself have encouraged greater caution on the part of international 
lenders and investors. While the capital account of the balance 

of payments may continue to prevent a serious erosion of the reserves, 
it is likely that the capital inflow will be increasingly on a 
short-term basis. 


One sicn of balance of payments developments is the net reserve 
position of the Reserve Bank. Net reserves as defined by the local 
financial community consist of gold (valued at R29.55 per ounce) 
and foreign assets, less liabilities other than capital, reserve 
fund, notes in circulation, and deposits, i.e. gold and foreign 
assets less "other liabilities" published in the Reserve Bank's 





weekly statement. The net reserve figure was R117 million on 
December 31 and had fallen to -R270 million by June 11. The Reserve 
Bank has managed to keep its gold and foreign assets (gross reserves) 
reasonably steady, thanks largely to a gold "swop" arrangement 
announced in March and to other short-term borrowing, but the 
reserves are clearly under pressure. Most observers expect the 

Bank to be able to maintain the $1.15 exchange rate, but a few 
expect another devaluation. 


The balance of payments problem and continued high inflation have 
fostered an atmosphere of business pessimism and have forced the 
government to present a tight budget for 1976/77 (April 1 to March 31). 
Despite a 40% increase in projected defense expenditure, total 
expenditure is estimated at only 10.5% above the final figure for 
1975/76, about the amount of expected inflation. Taxes will increase 
in real terms and (if the projections are accurate) the real budget 
deficit will be reduced. The financial community has largely 
accepted that this sort of fiscal stringency is necessary given the 
economic realities facing the country. 


The economy's performance during the rest of 1976 will depend upon 
political developments, the price of gold, the strength of 
inflationary pressures, the ability of the government to limit its 
expenditures and the course of economic recovery in the OECD 
countries. Only the last-named offers much reason for short-term 
optimism and economic observers generally expect very slow or even 
negative growth for the year as a whole - something South Africa has 
not experienced in the post-war era. The respected Bureau for 
Economic Research in Stellenbosch which had been forecasting 2.5% 
(GDP) real growth this year, now expects growth of about 1%. The 
Bureau predicts a further worsening of the terms of trade and a 
consequent further decline in real GNP, continued inflation at 
about the 1975 rate, a slight increase in real consumption, a 
reduction in real investment in both the private and the public 
sectors, and a slower but still significant rise in real public 
sector consumption. The Bureau foresees a current account balance 
of payments deficit of $1.64 billion. 


IMPLICATIONS FOR THE UNITED STATES 


The economic importance of South Africa for the United States is 
large, and despite recent difficulties, is growing. U.S. exports 
to South Africa reached $1.30 billion* in 1975. U.S. imports from 
South Africa reached $841 million.* The U.S. share of the South 
African market (excluding arms and oil) has grown to nearly 18%. 
U.S. direct investment is also important, amounting to some $1.5 
billion (book value) in 1974. Over 300 U.S. companies do business 
in South Africa through subsidiaries or affiliates. 





Given reasonable political stability the South African economy should 
resume its strong growth in 1977 and should offer renewed opportuni- 
ties for U.S. exporters, particularly of capital goods. Several 
large projects are underway or have been announced that should offer 
excellent opportunities for U.S. exporters. The "SASOL II" 

project, calling for the completion by 1980/81 of a huge coal 
gasification and liquefication plant, is in the early stages of 
construction. Two nuclear power plants and a uranium enrichment 
facility are in the planning stage. A large pumped storage 
electricity scheme is also planned, as well as other projects to 
raise installed generating capacity substantially over the next 
decade. Foskor plans a $54 million expansion to double phosphate 
production capacity. BP/Shell and Caltex are both expanding their 
refineries. AE & CI and Sentrachem are planning a $334 million 
coal-based chemical complex. Major projects have also been announced 
to expand capacity for the production of phosphoric acid, paper, and 
ferro-alloys. Gold and coal mining investment is also large and 
should offer excellent opportunities for U.S. exporters of mining 
equipment. 


Potential U.S. investors should consider the growing political 
uncertainty facing South Africa in the years ahead as well as the 
reasonably promising long-term economic factors. They should also 
give careful consideration to their relations with their Black 
labor force. The United States Government urges U.S. firms to 
follow employment practices that will ensure that their employees 
and families can pursue productive lives and enjoy the full fruits 
of their labor. Investors should also consider engaging in 
collective bargaining with unregistered trade unions representing 
Black workers. Such unions are not provided for in South African 
legislation, but are not illegal. Printed material on employment 
practives in South Africa is available from the Embassy and 
Consulates General in South Africa and from the U.S. Departments of 
State and Commerce in Washington. 


*U.S. data. The South African figures amount to somewhat less when 
converted at the $1.37 exchange rate. 
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